
Wide Angle Shot: Will Hungary and Poland
get (full) access to EU funds?
Hungary and Poland are the only EU countries that have not received NGEU funds yet,
for Hungary now also parts of the Cohesion Funding is at risk. Both countries are in
increasingly hot discussions with the EU as economic downturn and financial markets
stress add pressure to reach an agreement. Currently, EU is in a stronger negotiating
position than in the past, while any well-crafted compromise can have a lot of positive
aspects on EU (enlargement) agendas.

Mastering a political compromise is not an easy ride

There has been a long-standing perceived political problem within the European Union
(EU) that some member states got diverged from the mainstream political agenda
and norms. For a long-time some countries from the Visegrad-4 had been in the
focus here, e.g. Hungary or Poland. This development is often labeled as democratic
backsliding or rule of law issues. To tackle such problems, as a political innovation a new
mechanism (i.e. the rule of law mechanism) was created in late 2020. The European
Commission (EC) has the discretionary power in initiating the procedure, and it allows
the suspension of funds over systemic rule-of-law problems.

The EC triggered the rule of law mechanism against Hungary in April 2022, on behalf
of problems with the country’s public procurements and shortcomings in investigating
corruption. The mechanism includes several rounds or iterations whereby the European
Commission compiles its concerns while the Hungarian government gives its answers,
which are analyzed and responded to, with an initially estimated timeframe of 6-9 months.
The financial consequence for Hungary is the blocking of EU cohesion funds (EUR
21bn for the 2021-2027 period). Moreover, Hungary’s program within the Recovery and
Resilience Facility (RRF) is not accepted (EUR 5.8bn) — apparently, the two are not fully
separated from each other.

There were 18 reform measures taken by the Hungarian government with the aim of
reinforcing the prevention, detection, and correction of illegalities in the use of EU funds
and strengthening the independence of the judiciary system to successfully terminate
the rule of law mechanism. The deadline for Hungary to prove it has implemented
the necessary measures to unlock funds was 19 November. In its latest comment, the
EC acknowledged that Hungary has made good progress, suggesting that there are
high chances for a positive decision. Notwithstanding, the European Council proposed
suspending about EUR 7.5bn funds allocated to Hungary over the rule-of-law concerns —
65 percent of funds allocated to Hungary within three cohesion programs. The proposal
is backed by European Parliament.
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At the same time, the Hungarian government also uses its capacities to put pressure on
its allies by vetoing the common EU support package to Ukraine (though it offers its own
financial support bilaterally to Ukraine — proportionally the same size), vetoing the global
minimum corporate tax proposal and giving no green light yet to the NATO expansion
(claiming that the legislation is busy with complying the EU requirements).

As we are heading towards the end of the year, the noise over EU-Hungarian relations
is getting louder. There is mounting time pressure though as theoretically 70 percent of
the RRF funds (i.e. EUR 4.1bn) Hungary is entitled to would be lost if no deal is reached
by the end of 2022. Apparently, mastering a political compromise is not an easy ride
amidst the power struggle within the EU institutions. The next milestone is 30 November
when an EC verdict over the rule of law mechanism is expected to come. This is followed
by 6 Dec an ECOFIN (Economic and Financial Affairs Council) meeting with the same task.
Even if the green light is given on both occasions (which is our baseline scenario), EU
member states should also give their individual approval (or abstain) before the end of
the year.

Currency performance YTD (%)
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The lack of EU funds increases the risk perception of the country, and it causes
additional financial stress in an environment of already elevated environment of risk
aversion due to the Russian-Ukrainian War and the European energy crisis. The HUF has
depreciated versus the EUR over 10% in 2022, it underperformed the peers, and the
risk of a fully-fledged currency crisis got increased at an alarming speed in early October.
Eventually, the National Bank of Hungary delivered an emergency 500bp interest rate hike
(reference rate increased to 18%) to stabilize the HUF.

Our base case scenario (unchanged since April) is that before the end of the year
the decision will arrive at unblocking most EU money. The most probable case would
be though that besides granting full access to the RRF funds, a certain part of the EU
cohesion funds will remain withhold (according to recent media reports possibly in line
with the originally proposed EUR 7.5bn) and released with the condition Hungary proves
its compliance to the rule of law requirements going forward.

This should eliminate a certain part of the risk premium on HUF assets (although market
is already getting prepared for such an outcome) and eventually it could trigger the
National Bank of Hungary to start its exit from the current extra high 18% interest rate
environment. (Zoltan Török)
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 What's at stake?
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Hungary's progress adds pressure on Polish government

Also in the case of Polish struggles to receive the NGEU funds the topic has become
even hotter recently with increasing expectations for an agreement. Contrary to Hungary
Polish Recovery and Resilience Plan (RRP) has been approved in June already while
the actual release of the funds is connected to the implementation of the milestones
included in the RRP and referring among others to the judiciary system — the reform
of which since 2015 has been the key point of tensions between Poland and EU (the
independence of the judiciary in particular).

The newly appointed Minister for EU affairs Sz. Szynkowski vel Sęk declares he is
determined to reach an agreement underlining that in current conditions there is no
room to lose any funds to which Poland is entitled. The details of the discussions with the
European Commission are unknown, however. According to Mr Szynkowski vel Sek the
milestones have mostly been implemented while some responses to those milestones
are the point of current discussions with the EU.

Our baseline assumption remains that Poland does come to an agreement and
receives the EU funds. Not to forget, that Poland currently takes a very active role
in supporting neighbouring Ukraine (EU candidate) and Ukrainian refugees within
Poland. However, looking at the years-long discussions and what is at stake for both sides
it is certain that the negotiations are tough and a negative scenario where the discussions
prolong further cannot be excluded.

At the same time, the key factor behind recent more intense talks between EU and Poland
is also largely political (ahead of Autumn 2023 Parliamentary elections in particular)
as well as related to current market/economic developments. On the one hand, the
deteriorating economic conditions and the overall global volatility do not support Polish
(or any emerging market) assets, incl. the PLN. As a result, factors like the tensions with
the EU and the lack of EU funds (sometimes leading to Polexit speculations) is a highly
undesired development. In October Polish 10Y yields spiked to as much as 9% which
shows that the Polish “green island” or the “pandemic resilience” may not hold this time.
As a result, any factor that deteriorates the outlook and attractiveness of the Polish
market is more risky currently. Not to mention the vicious circle here as the lack of EU
funds only adds to the weakness of PLN and increases inflationary pressures which are
already very high and persistent both in historical and cross-country comparison. Finally,
domestic politics are of high relevance in the current developments as the lack of EU funds
(especially if they were released to Hungary) is a negative factor for the support of the
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Governing party which is trying to secure its third term. On the other hand, the decision-
making of the governing party on the EU funds topic is stalled by a minor coalition partner
led by the justice Minister who conducted the disputed judiciary reform. The agreement
with the EU could therefore lead to a break within the coalition while recent comments
seem to suggest that the government is indeed determined to secure the RRF funds
despite this risk. (Dorota Strauch)

Hungary & Poland: Back in deficits
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EU in a much stronger negotiating position vis-a-vis Hungary - mind the broader
spillovers

The issue of linking EU funds and governance or rule of law issues, and the current case
of Hungary in particular, has several strategic dimensions:

• Firstly, Hungary is currently acting less than in the past from a position of economic
and political strength. The currency weakness and record-high inflation are scratching
the Orban (conservative) administration's "economic success model". The external
financing situation is currently much more difficult for countries like Hungary and
Poland. Both countries are currently running heavy twin deficits. In case of Hungary
headline deficit numbers are close to the times before the last IMF programe (2008).
Thus, the availability of EU funds for emerging markets like Hungary and Poland
has again a multiple strategic importance to secure capital inflows and investor
confidence. In this respect, it is quite rational that the EU is currently actively using
this position of relative strength (compared to the situation some 12-18 months
ago, characterized by manageable fiscal and current account deficits plus smooth
international market access at favorable terms).

• Secondly, there is a certain frustration in many Western European EU countries that
the net recipient countries of EU funds in Central and South-Eastern Europe have not
achieved the hoped-for progress in the area of corruption and governance in recent
years. In this respect, EU enlargement (for instance to include the Western Balkans,
perhaps at some point Ukraine or Moldova) is only politically feasible if there is
confidence in Western EU countries that the EU can and will really withdraw funds
in the event of problems with the rule of law.

• Third, the EU is currently in a much stronger (bargaining) position than before the
Ukraine war in terms of linking EU funds and rule of law issues. The overall cohesion
of the Visegrad-4 group (Poland, Hungary, Czechia, Slovakia, possibly also including
Slovenia) has weakened significantly. On certain EU agendas (such as relations with
Russia and the sanctioning of Russia), Hungary is even acting almost in isolation,
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while Poland, of course, clearly supports the current EU course towards Russia in
many areas and/or even demands a tougher course together with other EU countries;
Czechia, Slovakia and Slovenia are also strongly supporting a strong EU stance vis-a-
vis Russia.

In light of the dimensions sketched previously it is also clear that the current dispute
between the EU and Hungary is not only about this bilateral relationship, but about much
more. In this respect, we think that the EU will not be too quick to give Hungary a
"blank cheque" without limits or conditionalities with regard to the availability of EU
funds. At the same time, however, it is equally important to find a compromising solution
that clearly shows that EU funds and the rule of law belong together and that positive
developments or relative improvements — as can be seen in Hungary at the moment
— are definitely financially worthwhile. And thus, EU membership will be revalued to
secure macro-financial stability and investor confidence. Meanwhile, the EU Parliarment
(a hawkish institution when it comes to democracy and rule of law agendas) remains
clearly in favor of not releasing EU funds for Hungary, while the EU Commission is possibly
more in for compromising solutions. (Gunter Deuber)
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Risk notifications and explanations

Disclosure
Hungary:

12. RBI performed investment services and activities according Annex I Section A (investment services and activities) and B (ancillary
services) of the Directive 2014/65/EU of the European Parliament and of the Council in the past 12 months.

Poland:

12. RBI performed investment services and activities according Annex I Section A (investment services and activities) and B (ancillary
services) of the Directive 2014/65/EU of the European Parliament and of the Council in the past 12 months.

Risk notifications and explanations

Warnings:

• Figures on performance refer to the past. Past performance is not a reliable indicator for future results and the development of
a financial instrument, a financial index or a securities service. This is particularly true in cases when the financial instrument,
financial index or securities service has been offered for less than 12 months. In particular, this very short comparison period
is not a reliable indicator for future results.

• Performance of a financial instrument, a financial index or a securities service is reduced by commissions, fees and other
charges, which depend on the individual circumstances of the investor.

• The return on an investment in a financial instrument, a financial or securities service can rise or fall due to exchange rate
fluctuations.

• Forecasts of future performance are based purely on estimates and assumptions. Actual future performance may deviate
from the forecast. Consequently, forecasts are not a reliable indicator for future results and the development of a financial
instrument, a financial index or a securities service.

A description of the concepts and methods used in the preparation of financial analyses is available under:
www.raiffeisenresearch.com/concept_and_methods.

Detailed information on sensitivity analyses (procedure for checking the stability of potential assumptions made in the context of
financial analyses) is available under: www.raiffeisenresearch.com/sensitivity_analysis.

Disclosure of circumstances and interests which may jeopardise the objectivity of RBI: www.raiffeisenresearch.com/
disclosuresobjectivity.

Detailed information on recommendations concerning financial instruments or issuers disseminated during a period of 12 month
prior to this publication (acc. to Art. 4 (1) i) Commission Delegated Regulation (EU) 2016/958 of 9.3.2016) is available under: https://
raiffeisenresearch.com/web/rbi-research-portal/recommendation_history.

History of short term recommendations

Symbol Date Recommendation Company

PL 29.04.2022 Under Revision Poland

History of long term recommendations

Symbol Date Recommendation Company

PL 29.04.2022 Not rated Poland

The distribution of all recommendations relating to the 12 months prior to the publications date (column A), as well as the
distribution of recommendations in the context of which services of investment firms set out in Sections A (investment services
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and activities) and B (ancillary services) of Annex I of Directive 2014/65/EU of the European Parliament and of the Council (“special
services”) have been provided in the past 12 months (column B).

 Column A Column B

Investment recommendation Basis: All recommendations for all
financial instruments (last 12 months)

Basis: Recommendations for financial instruments of all issuers,
for which special services were rendered in the last 12 months

Buy recommendations 60.8% 58.7%

Hold recommendations 21.6% 22.5%

Sell recommendations 17.6% 18.8%

The distribution of all recommendations relating to the 3 months prior to the publications date (column A), as well as the distribution
of recommendations in the context of which services of investment firms set out in Sections A (investment services and activities)
and B (ancillary services) of Annex I of Directive 2014/65/EU of the European Parliament and of the Council (“special services”) have
been provided in the past 3 months (column B).

 Column A Column B

Investment recommendation Basis: All recommendations for all
financial instruments (last 3 months)

Basis: Recommendations for financial instruments of all issuers,
for which special services were rendered in the last 3 months

Buy recommendations 30.0% 29.6%

Hold recommendations 52.5% 48.1%

Sell recommendations 17.5% 22.2%

 
IMPORTANT LEGAL NOTICE

By opening and/or using the information, services, links, functions, applications or programmes (hereinafter: "contents"") offered
on this website, the user hereby agrees to be bound by the terms and conditions set out below:

Copyright law

The contents offered on this website and subsites (hereinafter: the “RBI Research-Website”) are protected by copyright law. The
downloading or storage of applications or programmes contained on the RBI Research-Website and the (complete or partial)
reproduction, transmission, modification or linking of the contents of the RBI Research-Website shall only be permitted with the
express and written consent of Raiffeisen Bank International AG ("RBI"").

Information content, timeliness of information

The contents of the RBI Research-Website you are seeking to access is for information only and does neither qualify as investment
advice nor constitute or form part of any offer to buy or sell any securities or other financial instruments as defined in Article 5 para
1 number 15 of EU Directive 2014/65 (“MiFID II”) in any jurisdiction or jurisdictions, (and must not be considered in any way as an
offer or sale in relation to any securities or other financial instrument). In particular, no securities have been or will be registered
under the United States Securities Act of 1933, as amended (the “Securities Act”), and no such securities may be offered or sold in
the United States absent registration or exemption from registration under the Securities Act.

RBI has made every effort to ensure reliability in researching the information published on the RBI Research-Website or sent via RBI
Research-Website as well as in selecting the source of information used. Nonetheless, RBI does not assume any liability whatsoever
for the correctness, completeness, timeliness or uninterrupted availability of the information made available on the RBI Research-
Website or as regards the sources of information used.

The information contained on the RBI Research-Website as well as forecasts published on the RBI Research-Website are based on
the information available and the market assessment at the point in time stated in the respective publications. Certain information
on this website constitutes forward-looking statements. RBI does not assume and hereby as far as possible expressly excludes
any liability for the correctness, completeness or actual occurrence of the events described in the forward-looking statements.
Such statements are not guarantees of future performance and involve a number of risks, uncertainties and assumptions. Certain
financial data (e.g. stock exchange prices) may in some cases only be published after a certain interval of time has lapsed as defined

7 PLEASE NOTE THE RISK NOTIFICATIONS AND EXPLANATIONS AT THE END

Th
is

 r
ep

or
t i

s 
in

te
nd

ed
 fo

r 
re

pl
ac

em
e@

bl
ue

m
at

ri
x.

co
m

. U
na

ut
ho

ri
ze

d 
di

st
ri

bu
tio

n 
of

 th
is

 r
ep

or
t i

s 
pr

oh
ib

ite
d.



 

by the data vendor (usually about 15 minutes or previous day end-of-day quotes). Furthermore, please note that many of the times
are given in Greenwich Mean Time (GMT).

You agree and acknowledge that the information and statements contained in the materials you are accessing on the RBI Research-
Website speak only as of the date of such document and such information and statements will become inaccurate, stale and/or
out-of-date thereafter. These materials should not be relied upon at any time for any investment decision.

RBI assumes no responsibility to maintain documents posted on the RBI Research-Website or to update any documents. Therefore,
users of the RBI Research-Website acknowledge that the content of documents available on the RBI Research-Website may not
show the most recent scenarios, analysis or conclusions.

Restricted access due to local regulations

Users of the RBI Research-Website can access some documents and information without registration requirements and without
further barriers (the respective area on the RBI Research-Website is hereinafter referred to as “Unrestricted Area”). By accessing
the Unrestricted Area, you agree and acknowledge that the materials on the RBI Research-Website may lawfully be made available
in accordance with the laws of the jurisdiction in which you are located.

Other documents are only available to persons who have registered themselves in accordance with the required procedure. The
part of the RBI Research-Website which can only be acceded by way of registration is hereinafter referred to as “Restricted Area”).

Due to the laws applicable in some jurisdictions or regulations imposed by capital market or securities authorities, some of the
information published on the RBI Research-Website (e.g. stock analyses) is not addressed to private individuals. In order to ensure
the enforcement of such local access restrictions, RBI retains the right to take any (technical) measures it may deem suitable for
restricting such information or segments of information subject to the aforementioned restrictions. The passing on of information
contained on the RBI Research-Website, which is subject to local access restrictions valid in certain countries, to the persons stated
in the relevant restrictions may constitute a breach of securities law or of other laws of said countries.

The distribution or dissemination of information published on the RBI Research-Website as well as the purchase and offering of the
respective products in certain jurisdictions may be subject to restrictions or additional requirements. Persons who retrieve such
information from the RBI Research-Website or into whose possession such information comes are required to inform themselves
about and to observe such restrictions. In particular, the products to which such information published on the RBI Research-
Website refers, may generally not be purchased or held by U.S. persons (the term “U.S. person” refers to any legal/natural person
having its seat/residence in the U.S.A and any other person within the meaning given to it by Regulation S under the Securities
Act 1933 as amended).

Users of the Unrestricted Area should be aware that the documents available on this part of the RBI Research-Website are not
made available on the basis that any customer relationship is created between RBI and such user solely on the basis of such user
having access to the respective documents. The documents available in the Unrestricted Area are intended to be available to users
in the European Economic Area and in the United Kingdom.

Links to websites or URLs of third-party providers

With the exception of the cases regulated under § 17 of the Austrian E-Commerce Act, RBI does not assume any liability for
the content of websites or URLs of other providers to which links are provided. Neither does RBI assume any liability for the
uninterrupted availability or full functionality of the links to websites or URLs of third parties.

Exclusion of liability

RBI makes no warranty and will accept no liability for any damages whatsoever (including consequential or indirect damages, or
lost profits) relating to the access to the RBI Research-Website, the opening, use or querying of the contents on the RBI Research-
Website or relating to the links set up on the RBI Research-Website to websites or URLs of third parties. This applies also in cases
in which RBI points out the possibility of incurring such damages.
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Furthermore, RBI shall not be liable for technical disruptions such as server breakdowns, operating disruptions or failures of the
telecommunications links and other similar events, which could lead to the (temporary) unavailability of the RBI Research-Website
as a whole or parts of it.

Storage of registration data

The content in the Restricted Area of the RBI Research-Website is only available to registered users. By sending the completed
online registration form, the user confirms the completeness and correctness of the data given and also confirms having truthfully
answered the questions asked. Furthermore, by sending the completed online form, the user hereby declares his or her consent
to the electronic processing of his or her registration data by RBI for both internal banking organisational purposes and for
transmission to other credit institutions within the Raiffeisen Banking Group, which may in turn also process, pass on or use such
data.

Changes to the RBI Research-Website

RBI retains the right to change and to remove the RBI Research-Website at any time (if necessary also without prior notice), in
particular as regards changing existing contents (in full or in part) and adding new contents.

General terms and conditions of business

For (authorised) users who use the services of RBI provided on the RBI Research-Website, the General Terms and Conditions of
Business, as amended, of RBI shall apply in addition to the terms and conditions of this Disclaimer.

Please also take note of the general information provided pursuant to § 5 of the E-Commerce Act!

Thomas SternbachLegal and ComplianceRaiffeisen Bank International AGAm Stadtpark 9, 1030 WienTel: +43-1-71707-1541Fax:
+43-1-71707-761541thomas.sternbach@rbinternational.com

IF YOU CANNOT SO CERTIFY, YOU MUST CLICK THE BUTTON LABELLED “I DECLINE” OR OTHERWISE EXIT THIS WEBSITE.

BY ACCESSING THE MATERIALS ON THIS WEBSITE, YOU SHALL BE DEEMED TO HAVE MADE THE ABOVE REPRESENTATIONS
AND CONSENTED TO DELIVERY BY ELECTRONIC TRANSMISSION.
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